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Richard Holway

My last major presentation for the Prince’s Trust, in September, was entitled “Eve of Disruption”. I said that the pace of change was now faster than at any time in my 40 years in the ICT industry. Companies were facing disruption not just within the boundaries of their own sectors – for example software changing from a packaged product to ‘Software as a Service” but across sectors with, for example, BT offering video on demand and Sky offering Broadband. Indeed the boundaries between “ICT” and business as a whole were now blurred. Are Google and Youtube ICT companies? How do you categorise Partygaming.com, amazon.com or ebay? Indeed, does it matter anymore?

The problem is that all this disruption is causing companies to face a real Identity Crisis. But I would contend that being able to provide a brief and simple answer to the question “Who are you?” is now crucial to both survival and success. That’s the subject of my next presentation for the Prince’s Trust to be held at the Victoria & Albert Museum on 14th Dec. 06.
Boring companies

Let’s start by looking at two examples. Capita and Sage are the only current holders of our ‘prestigious’ Boring Awards; achieved by their unbroken earnings growth record stretching back to their 1989 IPOs (and beyond). As a result both these companies have produced exemplary returns for their shareholders. Capita’s share price is up >160x  and Sage is up >90x – and that’s before dividends are added in.
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Apart from both companies being led by accountants, they both have simple Businesses Messages. Capita does BPO in the UK, Sage does business software for SMEs throughout the world. They have both done many acquisitions – none ever for more than 10% of their then market value. All the purchases have been in support of their basic business message. None have simultaneously taken them into brand new markets in brand new geographies. The way that both Capita and Sage do business now is very different to twenty years back, but their Business Message is as valid today as it was then.
Simple companies

Your first reaction to this might be “So what. Surely every company follows that pattern?”
If only!

Conglomerates don’t work in IT

For too many years I have sat in front of too many companies trying to persuade me that their business objective was to build an IT conglomerate. Buy companies that look cheap and strip out redundant cost. The ‘synergy’ word is used many times. I am told that such synergies can be applied by assembling a whole rag bag of different companies in different sectors and countries. Since then I have written up a legion of receiverships at such companies – Systems Reliability, EIT, Headland, Ferrari, Mettoni to name just a few. And I’ve seen other conglomerates like Cray Electronics, the ‘old’ Cedar and the ‘old’ Sanderson having to go through radical restructuring back into their constituent parts before they started to succeed again.

Perhaps the most high profile of these in the UK has been Misys. Their efforts to build a group around financial services and banking software and services worked well enough in the 1990s. Indeed, Misys shareholders were doing reasonably well up to 1997. It then decided to buy Medic in the US for £566m. So it managed to do its largest acquisition of all time in a brand new market area in a brand new geography! 
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We were extensively quoted at the time. “I am flabbergasted..this could be one bite too many for Misys” Source - The Times Oct 1997 gives the flavour.
And so it turned out. Misys share price today is now half what it was at the time it bid for Medic and their growing list of woes have been written up extensively in Systemhouse in the last year.

Kevin Lomax, who was Misys’ Chairman and CEO until very recently, learnt his trade at Hanson.  Conglomerates might work in manufacturing or smokestack industries but they do NOT work in IT.
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Adapt or die

Of course, all companies have to adapt to changing markets – or they die. Kodak would be a good example of a company which did not react fast enough when digital photography took off to the determent of its established film business.

But as Darwin found, it was the species that adapted as part of their evolution that survived and prospered. Put another way, you cannot easily change a fish into a fowl but you can evolve a chimpanzee into a man. The link is “shared dna”.

Sage and Capita have pretty much the same dna as when they started. I would suggest that Misys Healthcare and Misys Banking have no shared dna. Indeed I rarely find any shared dna in a conglomerates.
Common dna?

You can play the “what’s the common dna?” game yourself.

Let me give you some examples:

Apple

Apple’s dna has always been designing technology to appeal to design conscious individuals. The Mac and the iMac for designers was followed by the iPod and hopefully many more generations of wonderful new devices.
But 20 years ago I was taken on by Apple to help them get established in the corporate market. I failed in 1987 (although I don’t think it was completely my fault!) Apple has tried again and again ever since…and failed everytime!

Apple just doesn’t have “Corporate” in its dna.

IBM

Conversely IBM has “Corporate” running through its whole history like Blackpool in a stick of rock. In the last twenty years it has managed to evolve (with some pain and discomfort) from Big Blue Corporate Hardware to Big Blue Corporate Software and IT Services. It “invented” the PC in 1981 for its corporate customers and was wise enough, if somewhat belatedly, to sell it to the Chinese when the whole market had changed. IBM just doesn’t do “consumer” and if you don’t do “consumer” you really have no place in PCs right now.

Microsoft
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Microsoft’s dna is being an ISV for the desktop/server; for the corporate and the consumer. From DOS to Windows, Multiplan to Office. It was late to the internet party before realising that this was a vital part of its dna. It may again be late to the SaaS party but Microsoft is now realising that this is in its dna too.   
But Microsoft search? Microsoft as an ISP? Microsoft as a games console manufacturer? Microsoft as an iPod beater?

I think not because I just don’t see any of that in Microsoft’s dna.

Google

Google’s dna is search based advertising. That’s why we were so widely reported as saying that their recent $1.65b purchase of Youtube was a “marriage made in heaven”. If Google sticks with its dna it could, probably will, do very well. But my fear is that it will think it can use its undoubted clout (and wealth) to move into areas like office productivity software where it has no experience or indeed common dna.

BT

BT’s dna is networks. As part of the GPO it was responsible for fixed line voice then data. Much of its Networked IT Services activities in BT Global Services fit well with its dna, as it’s pretty good at managing large and increasingly international networks for big corporates. BT’s 21CN investment fits its dna. We happen to believe that a mobile arm would have fitted BT’s dna well too. But for reasons of debt reduction it sold its Cellnet operations. Shame!
What we have a greater problem with is BT’s move into BPO or mainstream systems development outside of its core network dna. The same applies to its current adventure into entertainment. As I write the media was even speculating that BT might bid for ITV. We can’t see any BT dna in ITV.

BBC

As ITV is seen failing, so the BBC seems to go from strength to strength. “Broadcasting” – in its widest sense – is the BBC’s dna. 
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Although I am not dismissing the BBC’s ability to make programmes, we must remember that more and more of them are now “outsourced” to external producers.

Being a life long BBC fan, I have got really angry when critics suggest that the BBC should not be involved in “new media”. Indeed I think that what the BBC has done on the web, and the many ways in which we can access BBC programmes “anytime, anywhere and from any device”  thus helping Holway to achieve his “Martini Moment”, is greatly to the BBC’s credit. Indeed I agree with Mark Thomson’s remark back in May 2006 when he said “the BBC is the only European brand that can rival Google”.
Having said that, the BBC should steer clear of areas like magazine publishing or educational software – I don’t see these as either part of their remit or the BBC’s dna.

Enough examples? I could fill a whole book of examples of companies breaking their dna and paying the cost. 
Conclusion

To me, the lessons from this are:

1 – You must understand your dna. Try answering the “Who are you?” question for yourself, right now. This thought process might even help resolve some of your current issues and concerns.
2 – Your future lies in evolving, in adapting. Do not try to change you dna radically or rapidly. Trust Darwin. He said that was just not on!

3 – Having established your dna, use that as the core question in every new proposed acquisition and every new organic development for your company. If it doesn’t fit your dna, REJECT IT.

4 – Keep your Business Message SIMPLE. If you aspire to be ‘Boring’ you have to be ‘Simple’ too. 

Anyway, just keep asking yourself, how do I answer the “Who are you?” question to a ‘simpleton’ analyst like Holway?
(Richard Holway)
14th Dec 06

